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Introduction
On December 03, 1999, Mobilcom offered 23% (4 million shares) of its subsidiary Freenet through an initial public offering (IPO). On the first trading day, the market value of Mobilcom was "3, 138.84 million, while its ownership stake in Freenet was worth "1,334.03 million. In subsequent years this relationship changed. On September 13, 2002, the market value of Mobilcom's ownership stake in Freenet first exceeded the market value of the Mobilcom stocks. After high price losses, the Mobilcom stocks were worth only "70. 95 negative stub values for analysing the impediments to arbitraging relative mispricings of corporate cross holdings. They concluded that a main factor that prevents arbitrageurs from quickly exploiting the mispricings and forcing prices to fundamental values is the costs associated with imperfect information. There is uncertainty about both the number of negative stub value situations which might be exploited and the magnitude of these opportunities. Furthermore, there is uncertainty about the distribution of returns of investment strategies based on negative stub values. In addition, it might be difficult to say whether a negative stub value is caused by a mispricing or by fairly priced firms with, for example, major off-balance sheet liabilities as a rational explanation for the negative stub value. When the ex ante benefits from identifying and exploiting negative stub values are uncertain and the fixed costs of (2002) have done. In the first step, we constructed a sample of eleven cases where a firm's market value is less than the value of its ownership stake in a publicly traded subsidiary. [4] In the second step, we analysed the performance of investment strategies based on negative stub values. We considered two negative stub value investment strategies: a Bparent long^and a Bsubsidiary long^investment strategy. In order to implement the investment strategies, we constructed buy and sell signals based on a value ratio which is defined as the ratio between the market value of the stake of the subsidiary's equity held by the parent and the market value of the parent's equity. For each parent/subsidiary pair and for each point in time, we calculated the value ratio and started an investment when the value ratio exceeded a buy threshold. Normally, the investment was terminated when the value ratio fell below a sell threshold. We found that, on average, the Bparent long^investment strategy produced a return of more than 20% in excess of the return of a market index and the Bsubsidiary long^investment strategy produced an insignificantly negative excess return of 1.32%. Hence, on average, only the stock price of the parent company converged, while the stock price of the subsidiary changed with the market. This is an interesting result because it supports the view that the parent stocks are underpriced, and it does not support the view that the subsidiaries are overpriced because of short selling constraints. Despite these positive results, negative stub value investments are not risk-free investments. In at least 25% of the cases in which the value ratio exceeded the buy threshold, it did not fall below the sell threshold either within one year after the initial investment date or as of December 30, 2003. In both cases, the investments were terminated, although the prices did not converge Tas expected or desired. There are two explanations for these Bbad outcomes^: First, the parent/subsidiary pair is mispriced and mispricing corrections take longer than expected. Second, the firms are fairly priced and there is a rational explanation for the negative stub value. In the literature, there are several potential explanations for the parent company puzzle. For example, CORNELL/LIU (2001) examined seven instances of the parent company puzzle and tried to explain these cases in terms of traditional closed-end fund discount theories, which are taxes, agency costs, liquidity effects, and noise trader risk. The remainder of the paper is organised as follows. Section 2 describes the data collected. In Section 3, we define and implement negative stub value investment strategies and report the returns and risks of these investment strategies. In Section 4, we apply traditional closed-end fund discount and other theories to our sample of negative stub values. Section 5 contains the conclusion.
Determination of Negative Stub Values

Approach: Identification of Negative Stub Values
The stub value is defined as the market value (MV) of the parent's equity less the market value
